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Competition for Basic L ocal
Telephone Service in Missour|

Competition for basiclocal telephone servicein
Missouri ismost noticesble among business custom-
ers. Although most competitionisprimarily locatedin
Missouri’ smajor metropolitan areas, some competi-
tion doesoccur inmorerura areasaswell. Sincethe
Commissionfirst authorized basiclocd telephone
competitionin January 1997, atotal of 80 competitive
basiclocal telephone companiesnow operatein
Missouri. Pursuant to statelaw, the Commissionis
currently eval uating the extent towhich effective basic
local tel ephone competition existsin Southwestern Bell
Telephone Company’ sarea. Inthefuture, similar
investigationsare expected to occur for Sprint and
Verizon.

Competitors provide basiclocal telephone service
through one of threeways: (1) through resale of the
incumbent’ sfacilities, (2) through theuse of aportion
of theincumbent’ sfacilities (called Unbundled Net-
work Elements) or (3) in somecircumstancesthrough
the use of the competitor’ sown telephoneor cable
televisondigributionfacilities.

Asof July 2001, it is estimated that competitors
provide service over 408,000 tel ephone accesslines
inMissouri, or gpproximately 12% of Missouri’s
approximately 3.4 million accesslines.

SWBT hasopeneditslocd telephone
marketsto competition in each statewhere it operates.
In additionto publicinterest standards, theAct
requiresan eval uation of the congressionaly mandated
14-point market opening checklist. Althoughthe
Federal Communications Commission (FCC) hasthe
final authority, the FCCisrequired to consult and give
substantial consideration to the recommendations of
the state commission aswell asto the United States
Department of Justice (DOJ). Once state and federal
authoritieshave determined that SWBT hasmet the
federally mandated 14-point checklist of market
opening conditions, SWBT would beallowed to
providelong distance servicein Missouri.

After athorough and extensiveinvestigation, the
Missouri Commission on March 15, 2001, recognized
SWBT' smarket opening effortsand approved
SWBT sapplication to providelong distance service
inMissouri. After receivingthisapprova, SWBT filed
itslong distance gpplication with the FCC onApril 4,
2001. Duetofedera court rulingsand other circum-
stancesthat occurred after SWBT’ sapplication was
evaluated by the Missouri PSC and after the DOJ
requested the FCC conduct an independent appraisal
of SWBT’ sMissouri prices, SWBT withdrew itsFCC
long distance application on June 7, 2001.

In recognition of the concerns expressed by the
DOJand other parties, aswell asto re-evaluate more
recent federal court rulings, SWBT agreed toreduce
certain pricesit chargesto competitorsfor the use of
portionsof SWBT' snetwork. After reducing prices




for someitemsand making other changesto conform
to court rulings, SWBT re-fileditslong distance
application onAugust 20, 2001. SWBT' sapplication
to providelong distance servicein Missouri iscur-
rently pending beforethe FCC. If approved, Missouri
wouldjoin New Y ork, Massachusetts, Kansas,
Oklahoma, and TexasasstatesinwhichaBell Tde-
phone Company isauthorized to providelong distance
savice.

Telephone Company Rate Cases
in Fiscal Year 2001

The Commission conducted earningsinvestigations
involving e ght tel ephone companiesduring 2001.
Those companiesand abrief description of theresults
of each earningsinvegtigation areasfollows:

Green HillsTelephone Company — The Company
reduced 911 trunk ratesto $25.00, expanded itslocal
caling tothe Richmond community, reduced terminat-
ing accessrates, made permanent theinterim Carrier
Common Line (CCL) rate, adopted new depreciation
rates, and eiminated an annual amortization amount of
$156,000 from Case No. TM-99-523.

IAMO Telephone Company —Theinterim CCL
rate was made permanent with no refunds, and new
depreciation rateswere adopted.

Peace Valley Telephone Company — New depre-
ciation rateswere adopted and reductionswere made
to origination and termination accessrates.

Holway Telephone Company —New depreciation
rateswere adopted, reductionswere madeto originat-
ing and terminating accessratesand totheexisting
ratesfor businessand residential basiclocal telephone
sarvice. Inaddition, the Company implemented new
custom calling optionsand €liminated the chargefor
touchtone service.

KLM —Interim CCL rateswere made permanent and
new depreci ation rateswere adopted.

Oregon FarmersMutual Telephone Company —
New depreciation rateswere adopted, switched
accessrateswererestructured and the Company was
ordered to completework on the purchase and
instalation of circuit equipment by June 30, 2001.

Northeast Missouri Rural Telephone Company —
Interim CCL rateswere made permanent, accessrates
wereincreased and new depreciation rateswere
adopted.

Ozark Telephone Company —Rate reductionswere
madeto switched access service. Expanded local
caling provided to exchanges served by the Goodman
and Seneca Teephone Companies.

Revision and Update of PSC
Telecommunications Rules

The PSC hasproposed thefollowing revisionstoits
rulesregarding telecommunicaionsservice:

Chapter 32—Telecommunications Service

Thisruleestablishes customer disclosurerequire-
mentssuch as point-of-sdle materias, which outlineal
chargesincurred when placingacall usngacarrier's
prepaid calling card. Therulewould alsorequirethe
company to provide noticeto the Commission and
customer when ceasing operationsand would require
the company to establish refund policiesfor services
that arerendered unusable beyond theconsumer’s
contral. All telecommunicationscariersoffering
prepaid caling card servicein Missouri must comply
withthisrule by March 2002.

Chapter 33—Serviceand Billing Practicesfor
TdecommunicationsCompanies

The PSCisproposing revisionsto thisrulethat
closdy matchthe FCC' sTruth-in-Billing Rules. The
proposed revisions should alow consumersto better
understand their tedlecommunicationshills, give con-
sumerstheability to control what typeof calsare
madefromtheir telephone and allow consumerssome
control over what chargesarefound on their hill.



Consumer Outreach

Number of Telecommunications
Certificates Granted

Programs

300
The PSC continuesto updatethe
“Show-Me-Rates’ price comparison 250+
center web site http://
WWW.pSC.state.mo.us/teleco-

showmerates.asp. Show-Me-Ratesisan 200
on-going project that includesratesfor
local toll andin-statelong distancecalls
and provides contact information for
variouscompetitiveloca tdecommunica- 100
tionscompaniesthroughout the state.

The PSC web siteasoincludes
tel ecommuni cations-gpecificinformetion to
keep the public andindustry informed. o
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SuchthingsasL ATA maps, areacode 1995
maps, accessrate structuresand contact

information for competitiveloca exchange companies
can belocated under the Telecommunications section
of theweb page.

The PSC devel oped brochuresto assist consumers
in“Understanding Telephone Numbersand Area
Codes.” Thesebrochuresweredistributed at events
such asthe Missouri State Fair.

Future endeavorsinclude consumer outreach
programstoinform consumersof Lifelineand Link-Up
low- income assistance programsfor telecommunica
tionsservices.

Federal Telecommunications
Activity

The PSC continuesto actively monitor federal
telecommunicationsactivity at the FCC and other state
commissions. Duringthepast year, the FCC has
reviewed and/or acted upon major issuessuch asthe
jurisdiction of Internet traffic, intercarrier compensa
tionfor Internet traffic, accesschargereformfor rural
telecommunicationscarriers, number conservation
issuesand varioustopicsfor proposed legidation.

The PSC filed commentsin proceedings before the
FCC on suchissuesastechnical requirementsfor a
national thousand-block pooling administrator and
accesschargereform. InMarch 2001, the FCC
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granted the PSC additional delegated authority to
implement number conservation measures. The PSC
continuesto monitor the need for conservation mea-
suresin Missouri such asimplementation of new area
code overlays and state thousand-block pooling trials.

| nter connection Agreements

I nterconnection Agreements are negotiated or
arbitrated “ contracts’ between two telecommunica-
tionscarriers. The PSC recently conducted arbitration
proceedingsbetween AT& T Communicationsof the
Southwest, Inc. and Southwestern Bell Telephone
Company addressing suchissuesasrates, termsand
conditionsfor unbundled network elements, physical
network interconnection and operations support
systems.

Whileevaluating Southwestern Bell’ sgpplicationto
provideinterLATA toll servicein Missouri, the PSC
identified several areasthat need further investigation.
Four caseswere established to determine Southwest-
ern Bell rates, termsand conditionsfor collocation (the
placement of acompetitiveloca exchangecompany’s
equipment in the officesof Southwestern Bell), DSL
conditioning (the preparation of telephonelinesto
allow advanced services such ashigh-speed I nternet
access), linesharing/line splitting (the ability to* split” a




consumer’ stelephonelineto alow voiceserviceand
advanced services such ashigh-speed I nternet access
over the sameline) and unbundled network elements
(thevarious componentsof Southwestern Bell’s
telephone network acompetitivelocd exchange
carrier purchasesto providetelecommunications
serviceto consumers). Thesecasesare expected to
continue through year-end 2001.

Toll Dialing Parity

Toll Dialing Parity, dso referred to asEqual Access,
allowsacustomer to pre-select thelong distance
company used to carry the customer’s 1+ dialed and
O+ dialedlong distancecalls. InterLATADiding
Parity had been established earlierin Missouri, and
IntraL ATA Toll Diaing Parity (ILDP), sometimes
caled“Locd Long Distance,” soonfollowedinmost
of Missouri. ILDPhad beenreceivedinall remaining
Missouri tel ephone exchanges by December of 2000.

To compensatefor changesintheir revenueflowsor
to reimburse certain cogtsfollowing theimplementation
of ILDP, someMissouri LECsapplied atemporary
surchargeto therates charged to long distance com-
panies. Therevenuesfromthese surchargesare
subject to review, and variousrates are being adjusted
after andysisby the Commission.

Telephone Numbers

During the past year, the Commission ordered
telephone number relief intheform of anall services
overlay for the 314 (St. Louis) and 816 (Kansas City)
areacodes. When an overlay isintroduced, anew
areacode” overlays’ theexisting geographic area.
Only new telephonelinesreceivethe new areacode.
All customersmust dial 10-digitstomakealocal call.
The new areacodesof 557 and 975 are expected to
beeventudly introduced inthe 314 and 816 area
codes, respectively. Atthistime, duetoadeclinein
the usage of new telephone codes and thereturn of
unactivated blocks of telephone numbers, theintro-
duction of the new area codes has been postponed.

The Commission also ordered rate center consoli-
dationinthe KansasCity area. InMarch 2001, the
exchangesof Gladstone, ndependence, Parkville,

Raytown, South Kansas City, East Independence, and
Tiffany Springswere consolidated into the Kansas
City exchange. In addition, the exchange of Nashua
was consolidated into the Liberty exchange.

Telephone number pooling isbeing pursued a the
national and gatelevels. Telephone number pooling
refersto distributing telephone numbersto telephone
carriersin blocksof 1,000 tel ephone numbersrather
than blocks of 10,000 tel ephone numbers. The FCC
appointed NeuStar asthe National Pooling Adminis-
trator in June 2001. The FCC hasestablished a
national pooling rollout scheduledivided into three-
month segments. Thefirgt round of the national rollout
implementation scheduleisto beginin March of 2002.
Telephone number pooling isexpected to beimple-
mented in the 314 and 816 area codes as ameans of
further extending thelife of theseareacodes.

The Telecommuni cations Department continuesto
investigate code usage, reclaiming of unusedtele-
phone numbers, and implementation of number
conservation.

Relay Missouri

The PSC, in cooperation with telephone service
providersthroughout the state, implemented 711
diaingtoreach Relay Missouri. By diding 711, Relay
Missouri userscan now be connected to aRelay
Missouri communicationsassistant to placeacall. The
toll-free numberswill continueto work, however, for
thosewho prefer to continue to usethem. Thetoll-
free number is1-800-735-2466, the TTY/ASCI|
number is 1-800-735-2966 and the new Spanish
number is 1-800-855-4000.

In March, the Commission lowered the monthly
surchargefrom 13 centsto 9 centsto ensure that
revenues generated better reflect expensesto adminis-
ter thefund.

New thisyear isaservice called Speech-to-
Speech. Thisallows personswith speech disabilities
to use Relay Missouri to placeand receivecalls.
Speech-to-Speech users' callsarerouted toaCom-
municationsAssistant (CA). The CA thenrdlaysthe
content of theusers’ call tothecalled party thesame
asinany other Relay Missouri call. Thenumbersto
reach Speech-to-Speech directly are 711 or 877-
735-7877.



Technical Services

The Technical Services Section hasavariety of
responsibilities, most notably theresponsibility of
monitoring the quality of telephone servicein Missouri.
Quadlity of service standardsfor tel ecommunications

Investigation into the Costs of Providing

Switched Access Services
The Commission has established adocket to

companiesareidentifiedin Commissionrule4 CSR
240-32. The Commission’ squdlity of service stan-
dardsare intended to ensure customersreceivea
reasonableleve of telecommunicationsservice.
Compliancewith Commission quaity of service
telecommuni cations standardsis monitored by the
submission of quarterly quality of servicereportsby
telephone companies. Inaddition, auditsare per-
formed on company facilitiesto independently mea-
sureacompany’ squality of telecommunications
service. Inthepast year the Technical Services

investigatethe costsof providing switched access
services. Switched access servicesarethoserates
charged by local tel ephone companiesto long distance
companiesfor useof local telephone company facili-
tiesinoriginating and terminating long distancetoll
calls. Switched access serviceratescanimpact the
toll ratescharged by long distance companiesbecause
switched access expense can represent asignificant
cost of providing long distance service. ThePSC
Staff anticipatesfilingareportinlate2001. Itis
anticipated after thisreportisfiled, hearingswill be

Section participated in telephone related cases, held.
providing technica telecommunications
expertise. A ggnificant amount of timewas
also spent providing technical assistanceto
help resolve consumer complaintsinvolving
telecommunicationsmetters.

Future Activity:
Missouri Universal Service
Fund

The Commission hasattempted to
addressissuesrelated toimplementing a
Missouri Universal ServiceFund. If
implemented, thefund would provide
financial assistanceto basiclocal telephone
companiesin order to provide discounted
local phone serviceratesto quaifyinglow-
income and disabled customers. Thefund
would also providefinancia assistanceto
qualifying basiclocal telephone companies
inserving high cost areas of Missouri.
Over the past year, several meetingswere

PSC staff inspect a “ Remote Terminal” unit belonging
- to Kingdom Telephone Company near New Bloomfield,
held toresolveissuesrelated to the estab- MO. Pictured left toright: RonWhanger, Facilities
lishment of aMissouri Universd Service Manager -Kingdom Telephone Company, and PSC
Fund. Utility Operations Technical Specialists Mick Johnson
and Larry Henderson.




NATURAL GAS

Impact of Higher Natural Gas Prices
During Fall/Winter of 2000 - 2001

Unexpected natural gaspriceincreasesand the
coldest November and December ever recorded
prompted the PSC toissueinformationa materialsand
genera pressreleasesalerting the publictothese
increasesand corresponding high gashills.

The cold weather and high natural gasprices
contributed to record gashills. Thewholesaleprice of
natural gashit apeak of $9.98 per MMBtu for
January 2001. Thispricequadrupled theprice of
natural gasfor January 2000. Thesedramatic price
increases caused most LDCs (L ocal Distribution
Company) to make unschedul ed Purchased Gas
Adjustment (PGA) filingsin January. Most LDCshad
significant under-collectionsduring thistime, causing
sometoingitutethe Unscheduled PGA Filing Adjust-
ment (UFA) allowing them to recover $.05 per Ccf of
under-collected gas costsfromtheir customers.

The PSC Staff conducted severa publicinformar
tion meetingsonthese mattersinthestateincluding
Kansas City and St. Peters. High gasprices
prompted the establishment of anumber of task
forces. TheCommissionformeda

by LDCsfromtheir customersand to discussoptions.
Interested partieswereinvited to apply for member-
shiponthetask forceand al groupsexpressingan
interest were granted representation. Stakeholderson
thistask forceincluded: representativesfrom state and
local government, concerned citi zens, the PSC Staff,
Officeof the Public Counsdl, the Department of
Natural Resources Energy Center, regulated natural
gasutilities, municipa natural gasprovidersand
independent consultants.

Thetask force held six public meetingsaround the
state between April and June of 2001 and four work-
ing meetingsbetween April and July of 2001. The
result of these effortswas a 100 page report that
provided an assessment of what happened to natural
gas pricesduring the 2000 — 2001 winter, theimpacts
of those priceson natural gasconsumers, apolicy
statement, and 11 recommendationsto the PSC.

Incentive Regulation
After extensive hearings, the Commission, on
September 20, 2001, voted to let Laclede Gas
Company’ sExperimental Gas Supply IncentivePlan
(GSIP) expire. The Commission stated that Laclede
did not

natural gastask forcedesigned tolook
at thecurrent gas purchasing practices
of theLDCsand theway the Commis-
sion regulatesthese practices. In
addition, the Governor’ sofficeformed
atask force seeking answersand
remediesrelating to the high cost of
natural gas.

Natural Gas Commodity
Price Task Force

In responseto the extraordinary
weather and natural gas price spikes of
thewinter of 2000 —2001, the PSC
created aNatural Gas Commodity
Price Task Force on January 23, 2001.
Thistask forcewas created to investi-
gatethe processfor the recovery of
natural gascommodity cost increases

Warren Wood, Manager of the PSC Energy
Department, speaks at a public meeting held to
seek solutions to the hardships experienced by
Missouri residentswhen natural gasprices
skyrocketed last year.

udanits
burden of
proof that the
GSlIPstrikes
aproper
baance
between
ratepayers
and share-
holders. The
god of the
planwas
designedto
benefit both
Lacledeand
itsratepayers.
TheCommis-
sion stated
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that the GSIP generated large profitsfor Laclede Gas

that would produce reasonable price
protectionfor itscustomers. Laclede's
GSIP expired by itsown termson Octo-
ber 17, 2001.

AmerenUE’s Rate Case

On February 18, 2000, AmerenUE
filed revised rate schedulesdesigned to
increase annua natural gasrevenuesby
approximately $12 million. After review-
ing testimony and documentsfiledinthe
caseincluding an agreement reached by
the parties, the Commission approved an
increase of gpproximately $4.2millionin
annual natural gasrevenueson October
17,22000. Under the agreement, atypical
residential customer’ shill wouldincrease
by about $3.00 per month. AmerenUE
serves approximately 106,000 gas
customersin Missouri.

Company last winter, but did not create significant MGE Rate Case

savingson thedemand cost of gasfor itscustomers. On November 7, 2000, Missouri Gas Energy
TheCommissionindicated that pre-approval as (MGE) filed revised rate schedulesdesigned to
requested by L aclede could discourage Lacledefrom increase natura gasrevenuesby approximately
taking opportunitiesto securefixed price contracts $39.4millionayear. The Commission, after review-

ing testimony and documentsfiledinthe

Department examine natural gas service area maps for a pending
inspection.

casewhichincluded an agreement
reached by partiesinthiscase, ap-
proved an annual revenueincrease of
approximately $8.9 millionon July 5,
2001. Under theagreement, atypical
residentia customer’ shill will increase
by about $1.50 per month. Aspart of
the agreement, MGE will expandits
westherization program, which benefits
low-incomecustomers. Inaddition, a
new experimenta low-incomeratewill
beimplementedinthe Joplinarea. The
experimental two-year programwill
providefinancia assstanceto amaxi-
mum of 1,000 1ow-incomefamilies.
Participantsinthe experimentd planwill
receivebill creditsof either $20 or $40
amonth, depending onincome.




AmerenUE Incentive Plan

OnMay 31, 2001, the Commission approved an
extension, with modifications, of anatural gassupply
incentiveplan or GSIPfor AmerenUE. Thisexten-
sonisintended to beatransitionfromtheold GSIP
tothetypeof incentive plan outlined inthe Natural
Gas Commodity PriceTask Forcereport. Assuch,
modificationsincludeacap on theamount of incen-
tivesthat AmerenUE can receive, arequirement that
AmerenUE report itsgassupply activities, and an
agreement that the Company will not seek an
extensiontothe GSIP, initscurrent form, after the
end of the extension period (May 31, 2002).

Underground Utility Damage

Prevention Legidation
During thefiscal year, the PSC Staff worked with
Missouri One-Call Systems (MOCYS) personnel,
numerous underground utility operators, and repre-
sentatives of excavation contractorsto gain support
forimproved damage prevention legidation. House
Substitutefor House Committee Substitutefor
House Bill No. 425 was passed by the 91st General
Assembly. Thislegidation establishesatrueone-call
systeminthesate. All ownersof underground
fadlitiesin
Missouri are
required to be
membersof the

MOCS. With
120

whichtook effect onAugust 28, 2001. Priortothis
law, ownersof natural gasfacilitieswererequiredto
participatein the MOCS. However, underground
facility owner participation wasvoluntary. Universal
participationwill increase public safety by better
protecting Missouri’ sunderground infrastructure.

Underground Damage Prevention
Programs

In 1999, the PSC Staff participated in an unprec-
edented national study of Damage Prevention Best
Practices, sponsored by the Federal Officeof Pipeline
Safety (OPS). Publishedin August of 1999, the
“Common Ground: Damage Prevention Best Practices
Report” contains key elementsto successful damage
prevention programs. Damage preventionwork ona
nationa level continuesthrough ‘ Common Ground
Alliance'. The PSC Staff participatesinthisnational
initiativewhich worksto reduce damageto under-
groundfacilities.

A group of Missouri stakeholdersformed * Missouri
Common Ground' (MCG) with themission of identify-
ing and promoting the“ best practices’ to prevent
underground facility damage. PSC Gas Safety/
Engineering Staff areapart of the Steering Committee
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of MCG and havefacilitated theformation of several
Regiona Damage Prevention Councilsthroughout
Missouri. Regiona Damage Prevention Councilsare
intended to provide aforum to promote communica
tion and education, improve policies, improve coordi-
nation, form guidelines, aswell asenhance Missouri’s
damage prevention satute.

Missouri Association of Natural

Gas Operators
MANGO (Missouri Association of Natural Gas
Operators) isanonprofit organization of natural gas
operators. These operatorswork with the Missouri
Public Service Commission’ s Gas Safety/Engineering
Staff to

enhance
operation of
natural gas
utilities
MANGO
workswith
the PSC Staff
toreview
exiding
regulations,
darifyinter-
pretations, as
well asto
provide
supportin
deveoping
new regula-
tions.
Thegoa is
towork
together to
address
potential
hazardssuch
asdirectiona
arilling,
defective

Workers for AmerenUE install state-of-
the-art plastic natural gas pipeline as
part of a replacement program. The new
pipeis expected to eliminate corrosion
problems underground.

materialsand other variousissuesthat arise, aswell as
foster continuing dia og to operate the natural gas
systemsinthestate assafely aspossible. The PSC
Staff and MANGO conduct annua meetingsto stay

abreast of current issues, trendsin theindustry, and
other issuesaffecting theoperators operations. These
mestingsprovideexcellent training, learning, and
educationa opportunitiesfor dl involved.

Federal Natural Gas Activities

Decisionshby the Federal Energy Regulatory
Commission (FERC) directly impact Missouri
ratepayerssince Missouri’ sSLDCsmust use FERC-
regulated interstate pipelinesfor ddivery of their
natura gassupplies. The PSC believesitsinvolvement
inFERC and related judicia proceedingsisnecessary
to ensurethat Missouri natural gas consumersreceive
reliable serviceat reasonablerates.

Thereare 10 interstate pipelinesdirectly serving
Missouri with anadditional six or so upstream pipe-
linesused by Missouri LDCs. The PSC actively
participatesin many proceedings, company-specific
and generic, focusing on those having the greatest
importanceto Missouri.

Thethree pipelinesproviding amgjority of the
state’ snatural gasare: Mississppi River Transmission
Corporation (MRT), Panhandle Eastern FipeLine
Company (Panhandle), and Williams Gas Pipdlines-
Centra (Williams). MRT servestheeastern Sdeof the
state, including St. Louis. Panhandletraversesthe
centrd part of thetatewhile Williams serveswestern
Missouri, including the Kansas City, St. Joseph,
Springfield and Joplin areasand alimited portion of
S Louis.

Kansas Ad Valorem Tax Refunds

Since 1989, the PSC has been aggressively
seeking refunds of Kansasad val orem taxes unlawfully
collected from consumers. During 1994-95, Missouri
ratepayersreceived nearly al of the$13 millionin
refunds owed for the 1989-93 time period. The PSC
continuesto pursuetheremaining $.5 millionin refunds
dueMissouri customers. However, asof June 30,
2001, only $7.3 million of theestimated $60 millionin
additional refunds (for 1983-88) has been received by
Missouri consumers.

The PSC hasactively participatedinall court
appealsseeking review of FERC' sad valorem tax
orders. On October 29, 1999, the U.S. Court of
Appealsissued avery favorabledecision (D.C. Cir.




CaseNo. 98-1227), which upheld FERC' sdenial of
producer requestsfor ageneric waiver of the accrued
interest onrefunds.

The decision a so required additional amountsbe
paid by producers, relating to ad val orem reimburse-
mentsreceived by them after October 1983. How-
ever, therecovery of refundsfrom producershasbeen
complicated by the Court’ sunfavorable December 9,
1999 decision, which upheld FERC' smethod of
making severa thousand working interest owners
ligblefor their individual shareof refundsand rejected
the PSC’ schalengeto hold aconsolidated number of
“contract first sdllers’ liablefor therefund obligations.

In October 1999, the PSC filed settlement offersin
Williams and Panhandlerefund Docket Nos. RP98-52
and RP98-40, respectively. Theseofferswere
designed to providerelief to small producersfrom
their refund liability, and to reduce many of theadmin-
istrative problemsassociated with FERC' srefund
collection procedures.

The PSC, Williams, Missouri GasEnergy and a
large number of smaller working interest ownersfileda
Superseding Settlement Offer on August 7, 2000.

This Superseding Settlement sought to diminatethe
administrative burdens associ ated with pursuing 5% of
thetotal refunds owed from over 300 small working
interest ownersand operators, thereby
allowing negatiationsto focusonthe
remaining 35 producers, owing 95% of
therefundson theWilliamssystem. In
December 2000, FERC approved the

producers’ largerefund obligations. If thePSCis
unableto negotiate alesser, morereasonable waiver
withthelarge producers, it will continueto litigateto
obtain full refundsfrom these producers.

Mississippi River Transmission
Corporation (MRT)

MRT, inits1999 annual fudl useand lossratefiling,
sought to recover from St. Louisand other eastern
Missouri consumers approximately $10 million of gas
lossesit incurred during the period November 1993
through June 1998. The PSC opposed the flow
through of these out-of -period gaslosses. During the
pendency of this proceeding, FERC hasvacillated as
to whether MRT should be permitted recovery of
thesefud lossesfrom customers. InaMay 31, 2001
order, FERC set thismatter for hearing, whilea so
directing partiesto a so participatein settlement
discussionsunder the auspicesof aFERC settlement
judge.

InMarch 2001, MRT filed arate case seeking a
rateincrease (18% for Missouri customers), to
become effective October 1, 2001, subject to refund.
Initsprotest, the PSC urged FERC torgect MRT's
market-based rates, capacity turnback, and modifica
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tiontoright-of-first-refusal proposals, whichthe
FERC did. Thehearingfor remainingissuesisset to
begin during January 2002. Since May 2001, consid-
erabletime has been spent on discovery effortsand
settlement discussionsfor thiscase.

Kansas Pipeline Company (KPC)

A portion of thegassupply for KansasCity is
transported over KPC. FERC alowed KPC (in
Docket No. CP96-152) to begin charging ratesin
May 1998, which weresgnificantly higher thanwhat
the PSC believed reasonable. Astheresult of a
favorable U.S. Court of Appealsdecisioninthe PSC's
appeal of these FERC orders (Case No. 99-1203),
Missouri customerscould receiverefundsoncethe
FERC issuesafind order onremand.

InAugust 1999, KPC filed anew rate case
(Docket No. RP99-485) seeking to maintain or
dightly incressetheinitial rates FERC had approvedin
May 1998. The PSC used six of its staff to present
expert testimony in thiscase seeking a$20 million
reduction to KPC' sannual cost-of-service. Despite
effortsto negotiate asettlement in thismatter, the case
went to hearing in September 2000. A July 2001
Judge sdecisionfound significant reductionstoKPC's
filed cost-of -serviceto be necessary. However, rate
changeswill not occur until FERC issuesfina

ment filed July 30, 2001. Partiesawait FERC ap-
proval of that settlement.

FERC Order No. 637 and
Other Proceedings

In February 2000, FERC issued Order No. 637
amending itsregulations, policiesand proceduresto
improvethe competitivenessand efficiency of natural
gastransportation markets. FERC directed pipelines
to makechangestotheir tariffsimplementing the
capacity release, right-of-firgt-refusal, penalty, and
other aspectsof the Order’ sprovisions.

The PSC continuesto monitor the various compli-
ancedocketsfor pipeinesserving Missouri. Asof
September 2001, only Ozark Gas Transmission
(which carriesaportion of southeast Missouri gas
supplies), hasreceived aFERC order onitscompli-
ancefiling. Theremaining pipelinecompaniesare
continuing in effortsto offer settlementswith respect to
theseissues. The PSC filed commentsexpressing
concernwith several aspectsof the settlement filed by
Panhandleon July 31, 2001.

The PSC hasa so analyzed and submitted com-
mentsin severd caseswhere pipeline companieswere
seeking to implement or modify negotiated rate and
srvicetariffs,

ordersreviewing various aspectsof the
Judge sdecision.

Williams Gas Pipelines-Central
(Williams)

Resol ution with respect totheone
remainingissueinWilliams ratecase
(Docket No. RP93-109) camewhen Mis-
souri customersreceived approximately
$750,000in refundsfrominsurance pro-
ceedsreated to Williams environmental
cdeanupclams.

Also, the PSC actively participatedin
Docket No. RP01-298, seeking to have
minimum ddlivery pressuresdefinedin
Williams tariff, so asto protect customers
servicequality. PSC concernswere satisfac-
torily addressed in a Stipulation and Agree-

Energy Department Utility Engineering Specialist Greg
Macias takes a cathodic protection reading at a natural gas
regulator station. The reading measures pipeline voltage
potential, which is used to help mitigate corrosion.




ELECTRIC

Missouri Electric Rates

Throughtheeffortsof Missouri’ selectric utilities
andthe PSC, all classesof Missouri customershave
benefited fromlow eectricrates. The United States
Energy Adminigtration, anon-partisan officeinthe
federal Department of Energy, annually ranks states
according totheir averageratesin centsper kilowatt-
hour. For 2000, Missouri’ selectric ratesfor residen-
tial, commercia andindustria customerswere better
than the national average (seetablesonthispage).

Federal Activity in Electricity

Thispast year hasbeen one of devel opment of
Regiona Tranamission Organizations(RTOs). Inits
Order No. 2000, issued in January of 2000, FERC
required al utilitiesunder itsjurisdictiontofileby
October 15, 2000, indicatingwhichRTO they in-
tendedtojoin. In Missouri, Kansas City Power and
Light Company and Empire District Electric Company
indicated that they would join the Southwest Power
Pool RTO (SPPRTO). UtiliCorpindicated that on
behaf of Missouri Public Service, it wouldjointhe
Midwest | ndependent System Operator (M1S0O).
Amerenindicated that on behalf of Union Electric
Company, it would jointheAllianceRTO (ARTO).
Since October, the SPPRTO and MISO areinthe
process of working out amerger and the M1SO and
ARTO havereached asettlement agreement that
hopesto providetransmission customerswith avirtua,
singleRTOinthe Midwest region.

The Commissionishighly involved inthedevelop-
ment phases of thesethree RTOs. Theformation and
development of RTOsiscrucial to thescopeand
structure of regional marketsinédectricity. This
includestwo fundamental areasof concern. Firstis
how markets are designed to manage congestion on
thetransmission network withinaregion. Secondis
how the RTOs manage el ectricity flowsacross seams
at their boundaries.

» Market designissuesded withwhether transmis-
sionrightswill bephysical rightsthat entitletheholder
to usethetransmission system, or financid rightsthat

RESIDENTIAL
State Name Avg. Revenue State
(cents’/kWh) Rank
Hawaii 14.30 1
New Hampshire 13.84 2
New York 13.32 3
Cdifornia 10.71 9
Illinois 8.83 14
lowa 8.35 20
U.S. Avg. 8.16
Kansas 7.64 24
Arkansas 7.43 29
Missouri 7.12 36
Oklahoma 6.60 41
Nebraska 6.52 42
Kentucky 5.58 49
Idaho 5.26 50
Washington 5.10 51
COMMERCIAL
State Name Avg. Revenue State
(cents’/kWh) Rank
Hawaii 12.74 1
New Hampshire 11.39 2
New York 11.19 3
Cdifornia 10.05 6
Illinois 7.39 19
U.S. Avg. 7.26
lowa 6.45 27
Kansas 6.25 3
Missouri 5.97 38
Arkansas 5.82 40
Oklahoma 5.58 42
Nebraska 5.44 45
Oregon 4.94 49
Washington 4.86 50
Idaho 4.20 51
INDUSTRIAL
State Name  Avg. Revenue State
(cents/kWh) Rank
Hawaii 9.70 1
New Hampshire 9.21 2
M assachusetts 7.75 3
Cdifornia 7.16 9
Illinois 5.02 14
Kansas 4.47 23
U.S. Avg. 4.43
Missouri 4.38 25
Arkansas 412 32
lowa 3.89 37
Oklahoma 3.60 43
Nebraska 3.57 44
Montana 2.84 49
Idaho 2.74 50
Washington 2.70 51

Source: USEnergy Information Administration - 1999 data




entitlethe holder toavoid
paymentsfor congestion.
FERC Order No. 2000
requiresthat transmission
rightsrelated to congestion
management besoldona
market basis, rather than sold
at aregulated priceand
allocated when demand
exceedssupply.

* Market scopeissuesdeal
with thegeographic coverage
of an RTO, but moreimpor-
tantly, that major eectricity
marketsareincluded withina

Energy Department Staff Mike Proctor, Jim Ketter and Lena Mantle
review transmission maps and discuss future resour ce needs with offi-
cialsfrom Kansas City-based electricity provider UtiliCorp.

sngleRTO. Evenif mgor eectricity marketsare
included withinasingleRTO, therewill till besignifi-
cant transactionscrossing RTO boundaries. Thus, itis
asocritical towork out agreementsamong RTOswith
respect to providing transmission customerswith one-
stop shopping and what appearsto be seamless
markets.

In additionto participating in RTO devel opment,
the Commission filed with the Securitiesand Exchange
Commission (SEC) regarding the requirement under
the Public UtilitiesHolding Company Act for approva
of apower supply agreement between an electric
utility and asubsidiary exempt wholesalegeneration
company (EWG). Atissuewaswhether or not such
contractscould avoid state approval by havingthe
contract with anintermedi ate power marketing subsid-
iary. The SEC hasyet to ruleonthe Commission’s

filing

Merger Activities

In October 1999, UtiliCorp United Inc. (UtiliCorp)
and St. Joseph Light and Power Company (SJLP)
filed ajoint application seeking authority to merge
SILPinto UtiliCorp. The Commission approvedthe
merger on December 14, 2000 and the merger
between thetwo utilities closed December 31, 2000.
SJILP continuesits operationsasaseparate and
digtinct energy distribution unit of UtiliCorp.

In December 1999, UtiliCorp and The Empire
Didtrict Electric Company (Empire) filed ajoint
gpplication seeking authority to merge Empireinto

UtiliCorp. Inadditionto regulatory approvasfrom
the Missouri Commission, approvalswereaso
required from the Federal Energy Regulatory Com-
mission and state commissionsin Arkansas, Colorado,
lowa, Kansas, Minnesotaand Oklahoma. The
Missouri Commission held hearingsregarding the
merger in September 2000. Becauseregulatory
approva swere not obtained from all commissionsby
December 31, 2000, UtiliCorp terminated the merger
agreement between the two companies.

Earningslnvestigation of AmerenUE

Asprevioudy ordered by the Commission, the
PSC Steff filed areport with the Commissionin
February 2001 regarding AmerenUE’ s Experimenta
Alternative Regulation Plan. Initsreport, Staff
outlined various options avail ableregarding the future
of regulation of AmerenUE and recommended that
whatever form of regulation that would be applied to
AmerenUE inthefuture, acompleteratereview and
rebasing of AmerenUE'’ srates should occur.

On March 8, 2001 the Commissionissued an
order authorizing the Staff tofile, if warranted, an
earnings complaint caseon July 1, 2001 and not
renewing the Experimentd Alternative Regulation Plan
past the expiration date of June 30, 2001.

Staff filed an earningscomplaint case July 2, 2001
against AmerenUE seeking to reduceannua electric
revenuesin therange of $213 to $250 million ayear.
That caseiscurrently pending before the Commission.




KCPL Restructuring

On May 15, 2000 Kansas City Power and Light
Company (KCPL) filed an application with the PSC
seeking authority to restructure the Company to create
aholding company, acompetitive generation company,
aregulated utility company and an unregul ated subsid-
iary. Staff met with KCPL, OPC and other interve-
norssevera timesregarding the many complex issues
regarding restructuring. The partiescametoan
agreement and presented that agreement for Commis-
sion consideration. The agreement was approved by
the Commission on July 31, 2001.

Work with Municipalsand Cooper atives

increasein natural gasprices. Hearingsarescheduled
in January 2002.

Internet Billing

The Commission approved atariff filed by
AmerenUE regarding aninternet billing program. This
program diminatespostcard billing for quaified
customerschoosing the option of receiving and paying
their electricand gashillsviatheinternet. Current
PSC rulesrequiretility billsbemailed or hand
delivered.

The PSC Staff continuesto work with
eectricmunicipalitiesand rurd eectric
cooperativesinthe stateregarding territo-

Resdential Electric Cusomer Bill

for 1,000 kWh Usage in January

rial agreements, changeof electrical $75
suppliersand safety. TheCommission

held hearingsandissued an order onan $70 1
applicationfiled by the City of Rollawhich| $65 |
requested the Commission assigntothem
exclusiveterritory in an arearecently $60 -
annexed by the city whichiscurrently $55 -
served by | ntercounty Electric Coopera- $50 -

tiveAssociation. Theorder required
customerswho wereinthe annexed area
prior to June 8, 1998 to be served by
Intercounty. Any new customersinthe
areaafter that date would be served by
theCity of Rolla
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The Commission also approved a
territorial agreement enteredinto by
AmerenUE and I ntercounty in September

Residential Electric Customer Bill
for 1,000 kWh Usage in July

2000 that designated the boundaries of $95
each service supplier within portionsof $90 -
Gasconade, Mariesand Phel pscounties. %gg j
$75
RateIncreaseFilings: $70 A
Missouri Public Service %gg I
On June 8, 2001 Missouri Public $55 -
Service, adivison of UtiliCorp United, $50 -

Inc. (MPS) filed arate case designed to
increaserevenuesby $49.3million
(16.9%) to recover costs associated with
acontract for capacity and energy and an

1997 1998 1999 2000 2001

W Empire District Electric Co., The [@Kansas City Power & Light Co.
O Missouri Public Service
@ Union Electric Co.

O S. Joseph Light & Power




Water & Sewer Department

Department Personnel

TheWater & Sewer Department consists of
seven professional/technica positionssplitinto
two sections, Ratesand Engineering. Although
the Department issplit into the Ratesand Engi-
neering Sections, staff memberswork closely
together asateam anditisnot unusua for them
to shareresponsbilities. Aswith most depart-
mentswithin the Commission’ sorganizationd
structure, the Department’ smanagement person-
nel carry out not only their administrativeduties,
but aredsoinvolvedinagreat dedl of the
technical and analytical casework that falls
within the scope of the Department’ sresponsi-
bilities. Asagroup, the Department’ sstaff
members have compiled approximately 120

Water & er Depart
Jim Merciel, evaluates the performance data in the
control room of a Missouri water treatment plant.

—

ment Assistant Manager,

yearsof regulatory and/or water and sewer utility
work experience, with much of that experience having
been gained by their work in the Department.

Department Responsibilities

By law, the Commission isresponsible for regulating
the rates and fees charged by and the operating prac-
tices of the privately owned water and sewer corpora-
tions that operate in Missouri. The Water & Sewer
Department hel psthe Commission fulfill itsresponsibili-
ties by providing technical expertiseto the Commission
on matters relating to water and sewer system opera-
tions and the tariffed rates, charges and services of
regulated water and sewer companies. The genera
objectives of the Department are twofold. The first
objective is to ensure that regulated water and sewer
companies provide safe and adequate service to their
customers at rates that are deemed just and reasonable.
The second objective is to ensure that companies
providetheir service according to applicable Commis-
sion rules and procedures and the provisions of their
Commission-approved tariffs. Specific aspects of the
Department’ s work include:

 Evaluating company tariff filingsto determine
whether proposed new/revised tariff provisions comply
with applicable Commission rules, policiesand state
laws;

* Reviewing existing company tariffsto determine
whether their provisions continue to comply with
applicable Commission rules, policies and state laws, as
they change over time;

* Participating in all formal and informal rate filings
from the perspective of evaluating the appropriateness
and design of proposed rates and charges, the adequacy
of system operations and the appropriateness of and/or
need for system plant additions that have been or will
be placed in service;

* Participating in the review of all applicationsfor
new/expanded certificated service areas from the
perspective of evaluating the need for the service
proposed, the reasonableness and design of proposed
rates and charges, proposed system design, plans for
system operations and overall project feasibility;

* Participating in the review of financing applica-
tions to determine the appropriateness of and/or need
for projects being financed, as necessary;

* Conducting regularly scheduled field inspections
to determine whether company facilities and overall
system operations comply with applicable Commission
rules, company tariff provisionsand proper operational
procedures.

* Interacting with company owners/operators
regarding operational and technical matters;

* Investigating customer complaints and responding
to customer inquiries concerning matters related to
rates, charges, system operations and quality of service;
and

* Providing expert testimony before the Commis-
sion on water and sewer cases pending before it, and
providing technical advicetothe Commissioninits
rulemaking actions on water and sewer matters.




* |nteracting with company owners/operators
regarding operational and technical matters;

* Investigating customer complaints and responding
to customer inquiries concerning rates, charges, system
operations and quality of service; and

* Providing expert testimony before the PSC on
water and sewer cases pending before it, and providing
technical advice to the PSC in its rulemaking actions on
water and sewer matters.

Interaction With The Department Of

Natural Resources
Of the utilities regulated by the Commission, water
and sewer utilities are unique in that ancther state
agency, the Department of Natural Resources (DNR),
also hassignificant jurisdiction over them. Specificaly,
the DNR’s jurisdiction covers the area of water and
sewer utilities compliance with applicable federal and
state environmental and water quality laws and regula-
tions. Whilethe Commission’ srules provide for general
oversight regarding water quality and sewage treatment
standards, the Commission relies upon the DNR to
determine whether companies are complying with
applicable federal and state environmental and water
quality laws and regulations.
Because of the overlapping

and signed a new MOU, which, among other things,
includes provisionsthat will result in the streamlining of
the application processes for new water system con-
struction, permitting and certification and which will
better coordinate the agencies' respective review and
approval processes for such systems. It is anticipated
that such effortswill eventually extend to the permitting
and certification of all water and wastewater systems
for which the agencies share jurisdiction.

PSC Regulated Water & Sewer
Companies

The Commission currently has jurisdiction over 59
sewer companies and 72 water companies, which
operate in various locations throughout the state. The
tables set out on the following page show the distribu-
tion of the number of companies based upon the
number of customers served, using the most recently
available customer numbers. Asisshown in these
tables, the vast majority of the Commission’sjurisdic-
tional water and sewer utilities are very small, which
presents unique situations with which the Commission
and the Staff must deal. Additionally, the
Commission’s recent approval of a merger case
involving the three largest regulated water companies
will result in those three compani es becoming one.

jurisdiction between the Commission
and DNR, staffs of both agencies
attempt to work cooperatively in
achieving the agencies' respective
missions. For some time, the two
agencies have shared information
regarding companies for which the
agencies share regulatory responsibili-
ties, under the provisions of a Memo-
randum of Understanding (MOU)
between the agencies. However, the
Commission and the DNR Director
have recently pressed for increased
cooperation and coordination on
overlapping matters such as the
DNR'’s issuance of construction and :
operating permits and the e
Commission’sutility servicearea
certification process. Asaresult, the
agencies have recently completed
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PSC Saff members inspect chlorine disinfection flow
controllers at a Missouri water treatment facility.




Regulated Sewer Companies
Customer Base Number of Customers % of Total
Companies Served Customers Served

1,000 & Up 2 2,594 22.73
500 - 999 3 2,163 18.95
200 - 499 8 2,942 25.78
100- 199 17 2,577 22.58
Less Than 100 27 1,136 9.95
TOTALS 59 111,412 100.0

An alluvial water well near the Missouri River.

Regulated Water Companies

Customer Base Number of Customers % of Total
Companies Served Customers Served
100,000 & Up 1 306,000 68.8
50,000 — 99,999 1 95,998 21.58
10,000 — 49,999 1 10,800 2.4
5,000 — 9,999 1 6,726 151
2,500 — 4,999 1 4,697 1.06
1,500 — 2,499 2 4,734 1.06
750 —-1,499 5 5,316 1.2
500 - 749 5 3,119 0.7
200 —499 10 2,945 0.66
100-199 22 3,227 0.73
Less Than 100 23 1,146 0.26

TOTALS 72 444,758 100




MANUFACTURED
HOUSING AND
MODULARUNIT
PROGRAM

The Commission regul ates new manufac-
tured homesand modular unitssoldin the state.
Through the Manufactured Housing and Modu-
lar Units Program, the PSC actsasthe state
adminigtrative agency tothe United States
Department of Housing and Urban Develop-
ment (HUD). HUD isthefederal agency that
regulatesthe manufactured housing industry in
theUnited States.

The PSC hasatoll-free hotlinefor consum-
erswho have questionsand/or complaints
regarding manufactured homesor modular units.
Thetoll-free number is1-800-819-3180.

During the 2000-2001 |egid ative session,
lawmakers passed Senate Bill 317 effecting the
Manufactured Housing and Modular Unit

Program’ sused home enforcement regulations.
SB 317 removed Commission jurisdiction over
code complianceand ingtdlation enforcement on

Gene Winn, Manufactured Housing I nspector/
Supervisor, inspects the insulation on a new
manufactured home.

al used manufactured homes and modular units,
except for used modular unitsused specifically for
educational purposes.

The Program al so experienced anegative impact
during fiscal year 2001 involving economic trends
within the manufactured housingindustry. Duetoa
thriving industry during the past decade, theindustry
over produced and obtained large volumes of inven-
tory. Many manufacturersand dedl ers suffered when
home salesdropped dramatically after theindustries
interest ratesincreased, which shifted salestoa
repossess on sales oriented Situation. Subsequently,
manufacturersand dea erswereleft with largeinvento-
ries, and many havegoneout of business. Thisimpact
has decreased the number of manufacturer and dealer
regigtrationsthe Program administers.

ANNUAL STATISTICSFOR
FISCAL YEAR 2001

Registered Manufacturers: 235
Registered Dealers: 369
Homes Sold (new & used): 10,828

Consumer Complaint Inspections. 322

Dealer Lots I nspected: 184
Modular Unit Seals | ssued: 2,420
Modular Unit PlansApproved: 1,349



